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HAIKU DESIGN AND ANALYSIS

RESPONSES TO THE NATIONAL REGULATORY RESEARCH INSTITUTE PAPER

APPENDIX 2 QUESTIONS FOR THE PARTIES

Carl Freedman, dba Haiku Design and Analysis (HDA) respectfully offers the
following responses to the Appendix 2: Questions to the Parties {(Questions) in the National
Regulatory Research Institute (NRRI) scoping paper titled “Decoupling” Utility Profits
Srom Sales: Design Issues and Options for the Hawaii Public Utilities Commission
(Scoping Paper).

HDA notes that the Questions ask for responses that include statements of positions
on several of the issues in this docket. HDA offers its responses as preliminary positions for
the consideration of the Commission and the parties. HDA will state its final positions in

this docket in its briefs.




HDA Responses to Appendix 2: Questions for the Parties

. Why do electric utilities need decoupling at this time? Please address decoupling
needs created by the utility’s rate design and Hawaii’s emphasis on electricity
strategies that would reduce utility sales. If possible, quantify the need.

RESPONSE:

Hawaii has established and continues to promote progressive policies to encourage energy
efficiency measures and customer sited renewable generation technologtes that would (other things
being equal) result in decreased levels of energy sales and demand. Existing rate designs implicitly
encourage utilities to maintain or increase sales and demand levels (between rate cases) because
utility earnings increase with increased sales and demand billing. This is because the utilities’ short
run marginal costs of generation and capacity are less than margtnal rates in most rate classes.'
Decoupling, if properly implemented, would make the electric utilities ambivalent to changes in
levels of sales (and demand if included in the decoupling mechanism) that would occur between
rate cases.

1.1.  Does the administration of the energy efficiency programs by a third-party
administrator affect the need for and potential benefits of decoupling?

RESPONSE:

Yes. Since the energy efficiency programs will henceforth be administered by a third-party
administrator one principal reason for decoupling no longer exists. In particular, since the third
party administrator is independent of the utilities it would not be concerned with revenue erosion as
a disincentive to diligently perform its duties to reduce energy sales.

But... It should be recognized, however, that the assistance and cooperation of the utilities to
support the third party administration of the energy efficiency programs remain important.
Decoupling would still serve to promote the effective implementation of energy efficiency by
making the utilities less indisposed to reductions in sales.

Since the load management and demand response programs will reside with the utilities, decoupling
may have a more direct role in addressing revenue erosion associated in reductions in billed
demand charges that would result from diligent implementation of these programs.

1.2.  Is the need for decoupling the same on each island? Please consider the
frequency in curtailments of as-available renewable generation.

RESPONSE:

HDA is not aware of significant differences in the need for decoupling on each island.

The frequency of curtailments of as-available renewable generation is an important consideration
but is more directly addressed by other means than by a decoupling mechanism. HDA is not aware
of any direct link between decoupling and the issue of frequency of curtailments.

' See HIPA Attachment 1which shows marginal costs and marginal rates for each HECO customer class.
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2. Please propose a preferred decoupling methodology and in doing so, please answer
these questions.

RESPONSE:

HDA proposes a decoupling methodology (HDA example mechanism) for purposes of discussion
and consideration by the Commission and parties in this docket. HDA is not yet certain that this
mechanism will ultimately be its “preferred” methodology in this docket. Several aspects of the
methods proposed by HECO and the Consumer Advocate were not specified in detail and remain
unclear. HDA hopes to learn more about these proposals in the upcoming informal technical
workshop.

The HDA example mechanism proposed here is patterned afier and 1s essentially identical to the
mechanism designed by HDA for Rocky Mountain Institute (RMI) and proposed to the
Commission in the Energy Efficiency Docket No. 05-0069 (Energy Efficiency Docket). An
explanation and detailed working example of the HDA example mechanism is provided in HDA
Attachment 2. This attachment is a reprint of an RMI| filing in the Energy Efficiency Docket.”

HDA offers an alternative decoupling mechanism proposal for the following reasons:

(a) HDA wants at least one decoupling mechanism to be considered in this proceeding that is
simple enough and centainly feasible to implement. The HECO and Consumer Advocate proposals
are complicated approaches that would require substantial administrative overhead for the utilities,
the Consumer Advocate and the Commission, and may present excessive opportunities and
incentives for gaming in application. One valid question in this docket is whether these proposals
are feasible and prudent considering their complexity. The HDA example mechanism provides a
simpler alternative.

(b) HDA wants at least one decoupling mechanism to be considered in this docket that is designed
exclusively to decouple utility earnings from variations in sales levels. The HECO and Consumer
Advocate proposals include several features seemingly designed to reward the utility financially for
diligent implementation of the renewable energy components of the HCEI and October 2008
Energy Agreement. Pending further verification, it appears that these mechanisms would increase
rates and utility earnings. The objective of the HDA example mechanism is to decouple utility
earnings from sales without substantially changing the value of the revenue stream recovered by the
utility in the years between rate cases.

(cy HDA wants to provide a detailed example of the workings of a decoupling mechanism early in
the proceeding to promote discussion of implementation details. Neither the HECO nor Consumer
Advocate proposals outline in any detail the specific calculations that would be made in the context
of a rate case or in application of the decoupling adjustments.

(d) HDA wants to engage a meaningful discussion of the initial and ongoing determination of fixed
and variable costs and the relationship between average variable costs determined in the context of

-

The live Excel spreadsheet used to generate the tables showing the workings of the decoupling
mechanism in Attiachment 2 is also being provided by electronic transmission Lo the parties and the
Commission.
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a rate case and the import of considering short run marginal costs in the context of application of a
decoupling mechanism.

{d) The HDA example mechanism has previously been proposed to the Commission in the Energy
Efficiency Docket and should be part of the discussion of decoupling.

The HDA example mechanism decouples sales from earnings. It does not decouple demand
charges from earnings. A similar compatible mechanism could be designed to decouple demand
revenues from changes in customer demand. This might be considered since the utilities will
continue to implement the load management programs designed to reduce customer demand.

The HDA example mechanism decouples three customer classes (schedules R, G and J). These
classes are typified by large numbers of smaller customers and are most appropriate for decoupling
using a mechanism that relies on an index of number of new customers.

The large customer classes (PT, PP and PS) are already essentially decoupled since the marginal
volumetric rates for these classes are close to short run marginal sales level generation costs. These
customer classes are decoupled by existing rate design.3 These customer classes are more difficult
to decouple using an index of the number of new customers since average customer size is large
and is not uniform.

Note that customer class schedule J is also mostly decoupled by way of short run marginal costs
being close to marginal volumetric revenues. With minor adjustment to the rate design this
customer class could be decoupled using a rate design approach. The schedule J class accounts for
20.6% of company volumetric energy charge revenues but only 3.4% of company fixed cost margin
in volumetric revenues.

The customer classes H and F are not decoupled but contribute little to the utility system fixed cost
margins. See HDA Attachment 1.

3

decoupling scoping paper.
Thesc proportions arc based on HECOs 2005 test year rate case as shown in HDA Autachment 1.

Note that this is similar in effect to the “straight-fixed variable rate design™ described in the NRRI
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HDA Example Decoupling Mechanism

A mechanism is proposed to decouple utility earnings from fluctuations in utility sales
volumes. This can be accomplished without substantially changing the value of the revenue stream
recovered by the utility in the years between rate cases. This mechanism would make utility
earnings ambivalent to changes in sales volumes (whether due to weather, business cycles or DSM
program implementation by the utility or non-utility admnistrators) but would provide appropriate
increases in recovery of the fixed cost component of revenues in proportion with the growth of the

ay 5
utility system between rate cases.”

With Hawaii’s incumbent utility economics and rate design, energy utility earnings depend
fundamentaily upon the amount of energy sold. Increased energy consumption results in increased
utility earnings. This is because, for both energy charges and demand charges, marginal revenues
are greater than short run marginal costs. For each additional unit of energy provided by the utility
it receives more additional revenue than its incremental costs to deiiver the additional energy to its
customers. Likewise, if sales levels decrease, utility revenues decrease by more than what the
utility saves by not having to produce the unsold energy. This provides a powerful incentive for
utilities to maintain sales levels during the interim periods between rate cases. It also provides a
powerful disincentive to promote energy efficiency or customer sited generation measures that

reduce energy consumption and result in reduced utility earnings.

The functional objective of the HDA example decoupling mechanism is to allow the net
recovery of test year fixed costs embedded in volumetric charges to grow between rate cases along
with the size of the utility system (as indexed by growth in the number of new customers). This
would be in contrast to the existing regulatory compact that allows the recovery of revenues

intended to compensate fixed utility costs to grow in as a function of the volume of energy sales.
DESCRIPTION OF THE PROPOSED DECOUPLING MECHANISM

A detailed example of the calculation and implementation of the HDA example mechanism

is provided in HDA Attachment 2. This attachment is a reprint of a previous filing prepared by

HDA for Rocky Mountain Institute the Energy Efficiency Docket No. 05-0069. Attachment 2




{and the accompanying live linked spreadsheet) shows the calculations that would be made in the
context of a rate case (page 3), the periodic calculation of decoupling adjustments (page 4) and
several demonstration scenarios that show how traditional methods and the HDA example
decoupling mechanism would affect the collection of fixed and variable revenues under various

assumptions (pages 5 and 6).

The HDA example mechanism is a “fixed charge per customer” eamnings decoupling
mechanism. It is designed to allow 1est year fixed costs (not revenues) to grow in proportion with
utility system growth using an index of the number of new customers as a proxy for utility system
growth between rate cases. Note that this mechanism is different than the “revenue per customer

freeze” described in the HECO joint decoupling proposal.

¢ For purposes of implementing the decoupling mechanism the index of the number of
customers would not be the same as the number of accounts. The number of customers used
as an index in the mechanism is intended to serve as a proxy for the amount of growth on
the utility system. In order to serve this specific purpose simply, without opportunity for

gaming or spurious circumstances, the following conventions are suggested.

o For each customer class the index of the number of customers would be equal to the
test year number of customers plus the number of new customers at new premises.

Ordinarily a building perrmit would be associated with each new customer.

o Expiring customer accounts would not reduce the index of the number of customers®

and new accounts at premnises that previously received service would not be added.

o Accounts generated by converting master metered buildings to individually metered

accounts {or vice versa) would not change the index of the number of customers.

o Customers moving from one customer class to another should be treated according

to a reasonable convention that could be discussed.

Adjustments to the fixed cost component in volumetrically billed revenues would not be symmetric.
Fixed cost recovery would only be adjusted upward with increases in an index of customer growth.
Adjustments for fluctuations in sales volume would be entirely symmetric.

* This is consistent with a premise that utility fixed costs do not decrease {in a one to three year time frame)

if a customer disconnects or leaves the system.
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* Asinitially implemented for HECO the decoupling mechanism could apply only to

customer class Schedules R, G and J.

o These three customer classes account for 94% of the fixed margins embedded in

HECQ’s volumetric energy c:harges..'r

o Schedules PT. PP and PS are already essentially decoupled by way of marginal

revenues being almost equal to marginal energy delivery costs. [See Attachment 1]
o Schedule H and F comprise only a small fraction of HECO's energy revenues.

e The HDA example decoupling mechanism would not apply to demand charges. A similar
and consistent mechanism could be designed to decouple utility earnings from changes in
customer billing demand revenues. Several considerations regarding decoupling demand

charges are listed below.

o Demand charges account for 14.5% of HECO’s total revenues. Energy charges

account for 81.4% of total revenues. [See HDA Attachment 1]

o Although energy efficiency, load management programs and customer sited as-
available generation serve to reduce generation system level peak demand, only a

portion of these demand reductions result in reductions in billed demand revenue.

* Forexample, class and system level peak demand are reduced by energy
efficiency measures that reduce the amount of time that fixed load motors or
appliances operate. Customer metered demand, however, is not

proportionally reduced by these measures.

»  Customer billed demand (that 1s based on metered demand) is not affected by

load management programs that interrupt loads to reduce system peak loads.

= HECO implements a one-year ratchet on its demand charges. For measures
that do reduce customer metered demand, billed demand is not fully reduced

for one year.

7 Sec Attachment 1 for a breakdown of HECO fixed and variable costs embedded in volumetric rates by

customer class according to information from HECQ's 2005 test year rate casc. At that time customer

classes R, G and J accounted for 87.2%, 12/6% and 3.4% of the fixed cost margins in volumetric energy

charges. Schedule J could be cffectively decoupled with minor adjustments to existing marginal block rates.
8



o The HECO companies will administer the load management programs designed to
reduce generation system level demand. To the extent that these programs do reduce
customer billing demand, the existing rate design could present a disincentive to

diligently implement load management programs.

DISCUSSION

It is important to note that the HDA example decoupling mechanism neither presumes nor is
intended to provide completely accurate recovery of the utility’s actual fixed costs that are incurred
in the intervals between rate cases. The objectives of the decoupling mechanism are (a) to decouple
utility earnings from sales volumes while (b) replicating, to a reasonably approximate degree, the
value of the revenue stream provided by existing tariffs associated with system growth during the
periods between rate cases. The existing tariffs do not accurately recover utility fixed costs
between rate cases. The proposed decoupling mechanism does not attempt to “fix” or improve all
aspects of the accuracy of the existing regulatory compact in this respect but rather to preserve the

approximate magnitude of the value of the revenue stream.

It is also important to note that the proposed decoupling mechanism would affect utility
revenues with respect 1o a broader set of factors than DSM program impacts. With existing tariffs
utility revenues between rate cases are subject to many factors that affect utility sales volumes (and
earnings) other than the utility’s own DSM programs. These factors include weather, economic
trends and cycles, customer responses to electricity prices (including fuel adjustment charges),
customer adoption of conservation measures not sponsored by utility DSM programs,
implementation of building codes, etc. The decoupling mechanism would tend 1o stabilize utility
revenues with respect to most of these existing sources of revenue variability. The stabilization and
reduction in uncertainty of utility revenues provided by the decoupling mechanism between rate

cases constitutes an increase in the value of the revenue stream (all other things being equal).

The implementation of the proposed decoupling mechanism would be similar in several
fundamental respects to the existing energy cost adjustment clause (ECAC) and would be no more
complicated to administer on an ongoing basis. Similar to the ECAC the proposed mechanism is a
regular periodic adjustment fo energy charges that is applied automatically in customer bills by a

line item surcharge. The proposed mechanism is also similar to the ECAC in the respect that it is



based upon a small number of exogenous and simply determined parameters (actual sales and

number of customers for each affected customer class).

See the text and tables in HDA Attachment 2 for a detailed explanation and example of the

implementation of the HDA example decoupling mechanism.
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2.1.  Should the decoupling process decouple the utility’s earnings (or revenues)
from the effects of changes in weather, economic upturns/downturns, taxes, costs of
financing, the utility’s credit rating or other external variables? How are the saies
impacts of efficiency programs segregated from these factors, and how does the
commission monitor these factors going forward?

RESPONSE:

As a practical matter, decoupling should decouple the utilities’ earnings from all factors that affect
sales levels. This comprehensive insulation from all factors that affect sales is not a principal
objective of decoupling but is necessary because it is not practical to segregate the impacts of these
factors from factors that are directly caused by the actions of the utility.

The sales impacts of the efficiency programs should not be methodically segrepated from these
factors or monitored on an ongoing basis (except perhaps in other venues for the purpose of DSM
program evaluatton and planning).

Decoupling utility earnings from all of these factors is not undesirable as long as the change in the
value of the resulting cost stream associated with shifting these financial risks between the utility
and utility customers is recognized and properly reallocated.

2.2.  Does decoupling that ensures a utility’s earnings associated with lost sales
create a disincentive for utilities to manage these costs effectively or to invest in capital
projects rather than purchase energy or other services?

RESPONSE:

Decoupling utility earnings from fluctuations in sales does not, in itself, create any disincentive for
utilities to manage costs effectively or allocate capital efficiently. HDA notes, however, that
particular aspects of some decoupling proposals could have some of these effects. A decoupling
mechanism should insulate earnings from changes in sales (and/or demand) levels between rate
cases. It should not ensure any level of earnings regardless of utility cost management or capital
allocation decisions.

2.3.  Does it eliminate the utility’s bias against reduced sales?

RESPONSE:

Yes. The HDA example mechanism removes the utilities’ bias against reduced sales.
2.4.  Does it accurately decouple sales and earnings (i.e., reinstate authorized
earnings associated with lost sales)? Please provide supporting examples and
calculations that address how lost earnings are calculated.

RESPONSE:

Yes. See HDA Attachment 2 at pages 5 and 6. These pages show calculations of energy charges
under several assumed scenarios regarding sales and customer growth rates and according to both
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traditional and the HDA example decoupling mechanism. The calculations on these tables are

linked to the example test year calculations on page 3 and the periodic calculation of the decoupled

energy charge adjustments on page 4 of the Auachment. A live spreadsheet of these linked tables is
. R . . .

provided.” The numbers in the demonstration examples on pages 5 and 6 are taken directly from

the preceding test year and decoupling adjustment calculation tables.”

On page 5 a comparison of energy charge revenues is provided for customer classes R, G and J
under both existing traditional recovery and recovery decoupled according to the HDA example
mechanism. The calculations demonstrate that under the HDA example mechanism the net
revenues recovered by the utility to cover fixed costs (total revenues minus production costs) equal
test year fixed costs times the growth in the number of customers.

On page 6 of HDA Attachment to a comparison of energy charge revenues for customer class R is
provided under a variety of assumptions for both traditional and the HDA example decoupling
recovery methods. These calculations show that the utility fixed costs are accurately recovered
regardless of fluctuations in sales. The fixed costs are effectively decoupled from sales
fluctuations.

2.5. Does it encourage customers to be energy efficient?

RESPONSE:

The decoupling mechanism, by itself, does not encourage customers to be energy efficient except to
the extent that incremental increases in rates that would result from decreased sales {other things
being equal} would increase incentives to conserve energy. Note, however, that if uttlity sales
increase faster than the rate of growth of new customers, rates would be decreased incrementally.

2.6, st easy to understand?

RESPONSE:

It 1s much easier to understand than the HECO/DCA proposal. It is a straightforward mechanism
that should be understandable to regulators. Decoupling, generally, is not very easy to understand.

¥ The numbers in the demonstration examplcs on pages 5 and 6 are taken directly from the preceding test

year and decoupling adjustment calculation tables on pages 3 and 4. The production costs used in the
“actual™ cxamples are cqual to the test year production costs plus (or minus) the short run marginal unit costs
(sales level) times the difference between test year sales and actual sales.
* The production costs used in the demonstration examples on pages 5 and 6 are equal to the test year
production costs plus (or minus) the short run marginal unit costs (sales level) times the difference between
test year sales and actual sales. This properly recognizes that utility costs of production associated with
changes in sales volume are the customer class specific sales level short run marginal production costs. The
sales level marginal costs in the examples are adjusted for each customer class to account for transmission,
distribution and transformation losses based on information from the HECO 2005 test year rate case filing.
The citation for the marginal sales level energy costs on page 3 of Attachment 2 should be HECO-RWP-
2214, p.2 as properly noted in HDA Attachment 1.
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2.7.  Are Hawaii’s electric utilities’ existing metering and customer service systems
adequate to support decoupling? If no, recammend enhancements.

RESPONSE:

Yes, assuming that the existing billing system can accommodate a new line item surcharge
adjustment on customer bills.

2.8. s it easy to administer (monitoring, audits, hearings, reconciliation)? Estimate
the administrative costs including regulatory costs,
RESPONSE:

The decoupling mechanism proposed by HDA is a relatively simple mechanism to administer. It
would be much simpler and less expensive to administer than the HECO and DCA proposals.

The administration of this mechanism would be similar to and less expensive to administer than the
existing Energy Cost Adjustment Charge (ECAC) mechanism. It would not require any
monitoring, audits, hearings or reconciliation beyond what is required for the existing ECAC
mechanism.

2.9. Ifthe proposed method herein is different from the method proposed by the
Agreement, why is it superior?
RESPONSE:

HDA reserves judgment regarding whether the HDA example mechanism is “superior” until the
nature of the HECO and Consumer Advocate’s proposals are better understood and other parties
have an opportunity to offer other altematives and state their concerns. At this point HDA notes the
following advantages of the HDA example mechanism:

(a) It is much simpler.
(b) 1t is easier and less costly to administer.
(c) It is revenue neutral (rather than providing additional revenues to the utility).

(d) It accurately and completely decouples earnings from sales fluctuations between rate cases
(which, pending verification of details, the HECO proposal apparently may not)'®

(e) Itis less subject to gaming.

3. What actions, if any, are required to identify with accuracy each utility’s fixed and
variable costs?

RESPONSE:

10

Bascd on HDA's inirial examination of HECO’s proposal, it appears that the HECO rate adjustment
mechanism (RAM) would include some fuel and purchased power costs in the “fixed” component of RAM
revenues. Pending verification of these details HDA is not confident that the HECO proposal would
accurately and cffectively decoupie earnings from sales fluctuations. The DCA proposal does not include
specific details sufficient to make any determination.
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Fixed and variable costs and marginal cost components are identified and are broken down by
customer class in a typical utility rate case application (including associated exhibits and
workpapers). See HDA Attachment ] for an example of a breakdown of fixed and variable costs
for each customer ciass with citations to information taken from exhibits and workpapers in
HECO’s 2005 test year rate case.

Short run marginal production costs can be determined by a differential revenue requirements
production cost analysis such as that conducted by the utilities to determine energy efficiency
program impacts and cost-effectiveness. See for example HDA Attachment 3 which shows the
results of a differential revenue requirements analysis presented by HECO in the Energy Efficiency
Docket. This analysis shows the long run marginal capacity and energy avoided costs resulting
from implementation of a portfolio of energy efficiency and load management (DSM) programs.
As verified on the record of the Energy Efficiency Docket, in the years prior to 2015 (the date of
the first supply side resource online date affected by the implementation of the DSM programs), the
Avoided Energy Costs in column 11 on page 1 of HDA Attachment 3 are the short run marginal
costs of energy (net-1o-system level) for HECO.

3.1.  What fixed charges are recovered through the utility's volumetric rates by rate
component?

RESPONSE:

See HDA Attachment | which shows the fixed and variable charges recovered through the vartous
components of rates for each customer class. This table is based on HECO’s 2005 test year rate
case. HDA has not developed similar information based on HECO's most recent rate case. The
fixed charges recovered in volumetric rates are shown for each rate class in the row titled “Non-
Fuel/Purch.Energy in Energy Charges”. These charges are shown in annual dollars, in unit per
KWH rates and as percentages of class energy charges, class revenues, company revenues and as a
percentage of company total fixed margins.

Note that, as a separate calculation, HDA Attachment | identifies the “fixed margin” embedded in
volumetrically billed energy charges. The fixed margin is the difference between the energy charge
in the marginal block and the customer class sales level short run marginal cost of delivered energy.
Fixed margins determine a utility’s actual incentives to maintain sales volume. As long as marginal
volumetric rates are greater than the costs to deliver energy, the utility will have an incentive to
maintain sales volume.

3.2, Is the information needed to allocate costs into fixed and variable costs included
in a current rate filing? 1f yes, please provide.

RESPONSE:

Except as noted below, the information needed to allocate costs into fixed and variable costs in
typically included in a rate case. See HDA Attachment | for an example of this determination
(with citations for the HECO 2005 test year rate case). HDA has not compiled citations for this
information from the pending HECO rate case.

In addition to the information provided in a typical rate case, a good determination of short run
marginal costs should be made using a differential revenue requirements analysis as is done in

14




determining the costs and benefits of energy efficiency programs. See response to Question 3
above and HDA Attachment 3 for an example of the analysis provided by HECO in the Energy
Efficiency Docket.

3.3. How should the Commission differentiate between fixed and variable costs?

RESPONSE:

Fixed and variable costs are tabulated in a typical rate case. For purposes of implementing a
decoupling mechanism, the fixed costs to be maintained by the mechanism would be:

. . I
Rate case test year revenue requirements minus fuel and purchased power expenses.

If the objective of the decoupling mechanism is to make the utility ambivalent to changes in the
amount of energy sales (earnings decoupling), the decoupling mechanism should be applied using
short run marginal costs as a determinant of the decoupling adjustments. Short run marginal costs
represent the costs to the utility for providing one additional increment of energy (or, equivalently,
the savings from producing one less increment of energy). In order for a decoupling mechanism to
provide the amount of fixed costs determined in the test year rate case it is necessary to use short
run marginal costs as the determinant in the application of the decoupling mechanism for
adjustments between rate cases. This is demonstrated in HDA Attachment 2 showing the
application of short run marginal costs in a decoupling mechanism applied to HECO’s system
(pages 3 and 4) and the resulting revenue recavery under several hypothetical scenarios (pages S
and 6).

Short run marginal costs can be determined using a differential revenue requirements analysis such
as the analysis used to determine the costs and benefits of energy efficiency programs. See
response to Question 3 above and HDA Attachment 3. As applied in the HDA example decoupling
mechanism shown in HDA Attachment 2, the actual short run marginal costs are properly adjusted
on an ongoing basis by the ECAC. The example mechanism is transparent to and consistent with
the ECAC mechanism.

3.3.1. What timeframe should the Commission consider in setting fixed and
variable costs?

RESPONSE:

The three year rate case cycle in the HECO proposal is reasonable. The frequency of the need to
determine fixed and variable costs depends on the specific decoupling mechanism. In the
mechanism proposed by HDA the fixed costs would be determined once in the rate case each three
years. Short run marginal costs would be determined once in each rate case using a differential
revenue requirements analysis. Monthly ECAC adjustments as currently implemented would
provide appropriate adjustments to marginal costs on an ongoing basis until the next rate case
without any need for further adjustments to the marginal costs used in the decoupling adjustments.
If utility generation facilities or other changes are made to the system that would change system

"' For purposes of decoupling this simplc approach may be sufficient. A more rigorous calculation could

include other expenses that change with changes in production volume within the three year time frame
between rate casces,
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short run marginal costs these costs could be recalcuiated as needed by differential revenue
requirernents analysis.

3.3.2. Are some “fixed costs” simply long-run variable costs that appear fixed
in the short term and how should this affect decoupling?

RESPONSE:

Yes, but if a three year rate case cycle is adopted as recommended by HECO, this should not be a
major factor. 1f there are appreciable costs that are varable with respect to the level of energy
production within a three year period these could be included in the calculation of variable costs
and short run marginal costs used in determining decoupling adjustments.

34. To what extent, if any, should the Energy Cost Adjustment Clause (ECAC) be
modified if decoupling is enacted? Are any fixed costs recovered via the ECAC, and if
so0, should they be removed? To what extent should performance incentives inherent
in the clause be modified or removed in order to remove the connection between utility
sales and earnings? Should these incentives instead be recovered through the other
charges?

RESPONSE:

The decoupling mechanism proposed by HDA is designed specifically and deiiberately to be
transparent to and consistent with the existing ECAC mechanism,

Fixed costs are not recovered by the ECAC.

The ECAC is actually a fuel price adjustment mechanism and does not directly pass through any
actual costs (variable or fixed). Because the ECAC mechanism is a fuel price adjustment
mechanism (not a straight cost pass through) the existing incentives in the ECAC encourage the
utility to operate its system at the most efficient level from a thermodynamic perspective (minimum
BTU consumption). This incentive would not be perturbed by the decoupling mechanism proposed
by HDA. For this reason, all other things being equal, the utility would still have some residual
incentive in favor of lower sales and demand to the extent that this would allow the generation
system to operate more efficiently from a thermodynamic standpoint. The existing ECAC
mechanism would not have to be adjusted if the decoupling mechanism proposed by HDA were
implemented.

It is not possible for HDA to determine. based on the details provided so far, how the HECO or
DCA proposed decoupling mechanisms would interact with the existing ECAC mechanism,

4, What level of specificity is required on a customer’s bill to support a decoupling
adjustment (e.g., if allocated by rate component, should there be a line item for each
part of the decoupling adjustment on the bill)?

RESPONSE:

One line showing the amount of the decoupling adjustment should be sufficient. Because
decoupling is not likely to be understood in detail by most customers, more information on
customer bills would not useful.




It might be useful for the utility and/or the Consumer Advocate to post a page on a web site that
explains the workings of the decoupling mechanism shows the components of the adjustments
made to rates for each rate class since the last rate case.

5. Do all customers share in the benefits of improved energy efficiency, or only those
customers who improve their own energy efficiency?

RESPONSE:

All customers receive some long range benefit from the implementation of improved energy
efficiency in terms of deferred utility capital expenditures and avoided operating costs if the
measures (or programs) are cost effective according to the utility cost test. All customers receive
net benefits, however, only if the measures or programs are cost effective according to the ratepayer
impact measure test (sometimes referred to as the non-participant cost test). Non-participants only
have a net benefit if the program lowers rates in the long term... which means the savings to the
utility (utility avoided capacity and avoided operating costs) are greater than the costs of the
efficiency programs that are included in utility bills and the upward pressure on rates from
reductions in sales volumes.

Customers who implement measures or participate in programs that are cost effective according to
the participant cost test will receive net benefits.

5.1.  What does the allocation of benefits indicate about the allocation of
decoupling’s earnings adjustments?

RESPONSE:

HDA suggests that decoupling should be implemented on a class by class basis. The objective is to
make the unlity ambivalent (regarding eamings) regarding sales volumes for each class. Since each
class has different proportions and absolute amounts of fixed costs embedded in volumetrically
billed rates, it is necessary to apply the mechanism individually for each class. This should allocate
impacts properly to each class individually without cross class impacts.

5.2. How should the Commission consider each utility’s capacity and energy
availability in determining the allocation of the decoupling adjustment?

RESPONSE:
See response to previous question.
5.3.  Please propose and discuss an allocation methodology for the decoupling

methodology proposed at question 2, above. Include responses to the following
questions,

RESPONSE:

The HDA example mechanism adjusts each customer class fixed margins separately.




5.3.1. How much of the anticipated change in sales is driven by utility-
sponsored programs? Are the programs available to all classes of customers? How
are these costs allocated?

RESPONSE:

These questions are relevant to good DSM program design but are not applicable to the HDA
example mechanism. The HDA example mechanism does not differentiate between causes of sales
fluctuations. The utility is effectively decoupled from all factors that affect sales levels.

5.3.2. Can the utilities’ net metering protocols allow behind-the-meter
renewable energy to be tracked as a distinct cause of lost sales?

RESPONSE:

The utility net metering protocols allow the utility to track net customer electric demand but not the
amount of energy generated on the customer side of the meter.

5.3.3. Does customer growth or attrition mask or exaggerate actual energy
efficiency trends?

RESPONSE:

This is not applicable to the HDA example mechanism.

5.3.4. Aside from utility-sponsored programs, do all classes of customers have
the same cost-effective opportunities for energy efficiency improvements?

RESPONSE.:

No. This question is relevant to good DSM program design is not applicable to the HDA example
mechanism which does not differentiate between the many factors that affect sales levels and does
not specifically allocate decoupling adjustments between classes. Each class is decoupled
separately.

5.3.5. Can and should the decoupling charge be allocated to promote specific
energy efficiency goals such as cutting peak demand or reducing carbon emissions?

RESPONSE:

Perhaps, but this is not a feature of the HDA example mechanism. The HDA example mechanism
attempts to provide a simple decoupling option and does not attempt to implement other objectives.

5.3.6. Does energy efficiency offer greater benefits to the economy in one sector
than in another?

RESPONSE:

Yes, but see response to Question 5.3.4 above.
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5.3.7. The utilities contend that some rate classes produce higher rates of
return than others do. To the extent that these differences exist, how should they be
addressed under the proposed decoupling process?

RESPONSE:

This is not addressed by the HDA example mechanism.

6. Should the Commission allow the full recovery of lost earnings though the decoupling
adjustment or only some percentage of the calculated lost earnings? How much of the
risk associated with a change in sales should remain with the utility?

RESPONSE:

The HDA example mechanism fully decouples earnings from sales fluctuations. This is an
appropriate objective. 1t would be a simple matter to implement the HDA example mechanism so
that it only partially decouples earnings from sales fluctuations or so that it only partially
“recouples” fixed cost recovery to utility system growth.

6.1.  If there is a deviation from 100% recovery, should the deviation be symmetric?
For example if sales decrease, does the utility receive 75% of the calculated lost
earnings but when sales increase, customers get 100% of the adjustment?

RESPONSE:

The HDA example mechanism fully and symmetrically decouples earnings from sales fluctuations,

The mechanism is not symmetric, however, regarding increasing the recovery of the fixed cost
component of revenues. The index of the number of customers used to determine growth in
recovery of fixed costs is only allowed to increase.

This principal regarding adjustment symmetry could perhaps apply to setting eamings caps as
proposed by the Consumer Advocate.

6.2. How does a partial adjustment help meet the goals of the Clean Energy
Initiative?

RESPONSE:

HDA does not suppose that it does.

7. How much, if any, of a rate-of-return adjustment is commensurate with the greater
certainty in earnings provided by decoupling?

RESPONSE:

HDA has not calculated this. As anticipated by the subparts to the question, the increased stability
of the net revenue stream to the utility could be calculated and incorporated in the quantification of
risk used to determine the utility return on equity.
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7.1.  To the extent that decoupling results in less financial risk for the utility, how
should the commission quantify that effect and how should this be flowed through to
the utility’s rate of return?

RESPONSE:

See response to Question 7. above.

7.2.  Please quantify decoupling’s effect on the utilities’ “beta” (a measurement of
risk) and what that means to the utility’s return and ability to move to a capital
structure with more debt.

RESPONSE:

See response to Question 7. above.

7.3.  Can input from the rating agencies be included during development of the
decoupling process?

RESPONSE:

HDA has no worthwhile response.

8. Some customers may not have the same opportunity to conserve electricity as other
customers because differences such as income, access to capital, age, and renting
versus owning. How should decoupling adjustments be structured to address this
lesser ability to conserve?

RESPONSE:

This question is relevant to good DSM program design is not applicable to the HDA example
mechanism. The HDA mechanism does not have, as a design objective, addressing equity issues
regarding implementation of DSM programs.

9. Please propose a customer education program for the decoupling mechanism proposed
at question 2 and the allocation methodology proposed at 5.2.

RESPONSE:
HDA is not prepared to propose a customer education program at this time.

The most effective single action that could be taken to promote the acceptance of decoupling would
be to reverse the decision made by HECO to forego adjustment of its test year sales forecast in its
pending rate case.

In its pending rate case, HECO has “offered to forego updating rate case sales” to reflect that fact
that actual and forecast sales are now expected to be lower than test year sales assumptions.'? It is
thus proposed that test year sales would be higher than known and expected. This would make

> See Consumer Advocate’s HECO/MECO/HELCO Rate Adjustment Mechanism “RAM" Conceptual
Framework Proposal at page 2, footnote 4.
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base rates lower than if the test year forecast were adjusted and would make corresponding
decoupling adjustments greater in magnitude and mostly upward.

To the extent that public acceptance of any decoupling adjustment mechanism is important, it
would be better to adjust the test year forecast downward to known and expected estimates (1)
making base rates higher. (2) making the magnitude of decoupling adjustments smaller, (3) making
decoupling adjustments more likely 1o be downward as often as upward and (4) ostensibly having
the same result in terms of revenue and earnings."

10.  To the extent that the decoupling mechanism is intended to help reduce energy
consumption, can this adversely affect the state’s efforts to incorporate more as-
available renewable energy into the grid? Can reduced consumption cause more
instances where as-available energy must be curtailed due to the utility’s system
constraints?

RESPONSE:

It is true that lower consumption could lead to more curtailment of renewable generation due to
minimum load conditions. HDA would maintain that this is a good argument for load shifting
programs but not a good argument for load building programs. Hawaii should not encourage
energy consumption or discourage energy efficiency to maintain more persistent renewable
generation,

1. Do the rate changes associated with the decoupling mechanism merit a new rate case
for HECO pursuant to Hawaii Revised Statutes, Chapter 269, or can the changes be
accomplished within the scope of the existing HECO rate case? Are public hearings
needed, considering the extent of the expected rate changes?

RESPONSE:

HDA does not state a position on this as a legal matter. Several aspects of HECO’s rate case might
be expected to change as a result of the decisions in the decoupling docket including, for example,
revisions to the determination of the utility return on equity to account for changes in the allocation
of financial risks resulting from decoupling and/or the proposed RAM adjustments.

12. Various provisions of the HCEI propose utility surcharges, where the utility will fairty
immediately recover its costs (potentially both fixed and variable) through a surcharge
that is separate from the normal rates. How can the commission effectively decouple
this aspect of the utility rates? Do these surcharges impact the effectiveness of the
efforts to decouple rates from earning?

'Y Based on HDA's current understanding of HECO’s decoupling proposal, however, (which is tentative

and still needs to be verified). if HECO would reverse its decision and adjust the test year sales forecast 1o
recent and expected levels this would also lower total rates ultimately paid by HECQO's customers and
decrease HECO's earnings. According to HDAs current (and incomplete) understanding, HECO's
proposed mechanism would not accurately decouple eamings from sales volumes.
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RESPONSE:

HDA presumes (and certainly hopes) that the surcharges would be subject to ex poste adjustment of
actual recovery compared to recovery projected based on estimated sales. In this sense the
surcharges would be effectively “decoupled™ because, regardless of actual sales, the proper
authonized amount of recovery would eventually be recovered accurately.

HDA notes that there are potential issues that should be considered regarding the relationship
between the surcharges and the decoupling mechanisms. [f substantial amounts of generation costs
are recovered through surcharges (such as a feed-in tariff surcharge) there are several potential
resulting complications and spurious incentives that should be considered in the design of a
decoupling mechanism. For example, if the utility has discretion over whether to provide
generation by its own resources or by resources btlled by through a surcharge, or if these
proportions are not known at the time of a rate case, the design of the decoupling mechanism must
ensure that reasonably accurate recovery of utility fixed costs will be maintained in any case. If the
decoupling mechanism includes fuel or purchased power costs in the amount of revenues that are to
be decoupled (held constant with respect to changes in sales) utility earnings would be substantially
affected by differences between the assumed versus the actual amount or proportion of energy
provided by generation recovered through the surcharges.

All of the proposed decoupling mechanisms should be carefully examined to determine
transparency and consistency with existing and proposed surcharges and other rate design features.

12.1 Please provide details of changes that need to be made to the various HCEI
proposals that have already been filed as a result of decoupling.

RESPONSE:

HDA is not aware of any necessary changes.
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Revenue Components and Energy Costs by Customer Class Based on RMI FSOP Exhibit E, revised (8/19/2006), Docket No. 05-0069

Hawaiian Electric Company - Fixed Margin Based on Energy Charges in Marginal Block HECO 2005 TEST YEAR RATE CASE
Source information based on HECO response to RMYHECO-IR-20: revised filings in HECO's rate case application in Docket No. 04-0113 (Revenue at Proposed Rates)

Customer Class => RIE G J H PT PP PS F Total Source
Test Year Sales (MWH]) E2;154,400 -, 377.500_2,013,000: _ 53.400_-. 173,740 . 2,168,528 _ .875.132% 15.-.40,300;; 7,856,000 fiHECOR2216 thru 22231
Avg. Energy Charges (billed per KwH) L}373 396, 61 3B, 5263 "§0,_,__.ST 4005, .*..4.519 425 5245 B55% 5100 15 «286,741 - 51 078,910 co—R-221s mru zhj
Energy Charge in Marginal Block $0.1733  $0.1626| SO 1146 30 13BBL50 1068 - ~$0.1087 - $0, 1085 80,14 1489 [ HECDLR-2216 thru 2273
As percentage of Class Revenues 92.4% 81.9% 815% B2.6% 81.0% 80.1% 76.9% 98.7% 84.3%
As percentage of Company Revenues 29.2% 4.8% 20.6% 0.6% 1.5% 19.3% 7.8% 0.5% 84.3%
Fuet and Purchased Energy Costs (w.laxes) [ £$180,183,2- 533,146, $176,164 .. 34,692 :1514,643:15184,457.; 57627872, 3,451 -~ 3662,014' FrEco-RwP-2201 p.1700 ]
Unit cosls (per Kwh) $0.0878 $0.0878 $0.0875 $0.0879 $0.0843 $0.0851 $0.0872 $0.0856  $0. 0868
As percentage of Class Energy charges 50.7% 54.0% 66.8% 63.4% 75.4% 74.7% 76.2% 51.2% 63.2%
As percentage of Class Revenues 46.8% 44.2% 54.5% 52.3% 61.0% 59.9% 58.6% 50.5% 53.3%
As percentage of Company Revenues 14.8% 2.6% 13.8% 04% 1.1% 14.4% 6.0% 0.3% 53.3%
Non-Fuel/Purch Energy in Energy charges $184,213 $28,242 $87.426 $2,708 $4,782 362,398 523,837 $3,290 $396,896
Unil cosls (per Kwh) $0.0855 $0.0748 $0.0434 $0.0507 $0.0275 $0.0288 50.0272 30.0816  $0.0505
As percentage of Class Energy charges 49.3% 46.0% 33.2% 36.6% 24.6% 25.3% 23.8% 48.8% 36.8%
As percentage of Class Revenues 46.8% 44.2% 54.5% 52.3% 61.0% 59.9% 58.6% 50.5% 53.3%
As percentage of Company Revenues 14.8% 2.6% 13.8% 0.4% 1.1% 14.4% 6.0% 0.3% 53.3%
As percentage of Fixed Margin 46.4% T1% 22.0% 0.7% 1.2% 15.7% 6.0% 0.8% 100.0%
Marginal Energy Costa {gales level)
Unil cosls (per Kwh) [ SO T 30141 21358011271 5. $0111 215§ $071070.. $0-110851:80.1121:5150:1121] [ HECO-RWP2214p.2 .3
As percent Marginal Block Energy Charge 64.7% 68.9% 97, 8% 80.9% 100.2% 101.8%  103.3% 75.3%
As percentage of Average Energy Costs 127.7% 127.7% 128.1% 127.6% 127.0% 130.3% 128.6% 130.9%
Fixed Margin (Marg. En.Charge-Marg. En.Cost) 51318868 $19,070 $5,091 $1.414 -§35%5 -34,474 -$3,148 $1,484 3151290
Unit costs (per Kwh) $0.0612 $0.0505 $0.0025 $0.0265 -30.0002 -$0.002% -30.0036 $0.0368
As percent Marginal Block Energy Charge 315.3% 31.1% 2.2% 19.1% -0.2% -1.9% -3.3% 24.T%
As parcentage of Class Revenues 32.6% 254% 1.6% 15.8% 0.1% -1.5% -2.4% 21.7% 11.8%
As percentage of Company Revenues 10.3% 1.5% 0.4% 0.1% 0.0% -0.3% -0.2% 0.1% 11.8%
As percentage of Fixed Margin 87.2% 12.6% 34% 0.9% 0.0% =3.0% =2.1% 1.0% 100.0%
Demand Charges (billed per Kw} Lot SET 412 . —yv $O5B1%- 54,680 - 7365,262 5-:$30,38B F - <21 12 $158,709, [ HECO-2218 thu 2225 -] o e o
As percentage of Class Revenues 17.8% 10.7% 19.5% 21.2% 23.3% 12.4% ow g
As percentage of Company Revenues 4.5% 0.1% 0.4% 5.4% 2.4% 12.4% © 8 g
Revenue al Proposed Rates E:?' $ g
Energy charges (billed per kWh) Nt 3
Demand charges (billed per kW) = CZ’ H
Customer charges (billed per account) oG5=
Adjustments 24
Riders I~

Total Revenues

$130,1955% ssaza-s1 280555
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HECO/RMI-FSOP-IR-132: Ref: RMI FSOP, Exhibit B, page 5. Fuel Energy Charge,
including footnote 3. HECO’s current energy charges recover test year estimates of total fuel and
purchased power expense and some portion of test year estimates of fixed costs. The RMI proposal
example shows Fuel Energy Charge = Test year marginal delivered energy cost. Does the RMI
proposal intend to recover marginal energy costs instead of estimated test year total energy costs? If
so0, explain why. [f not, please show how the proposed fuel energy charge would be calculated for
HECO's Schedules R. G, and J without marginal energy cost data, and please provide all references
for each calculation.

RMI RESPONSE (Carl Freedman): No, the RMI proposal does not intend to recover
marginal energy costs rather than estimated total test year total energy costs. As stated in the RMI
FSOP the magnitude of the energy charges (customer charges billed on the basis of kilowatt-hour
sales) would be calculated in a general rate case using the same methods presently used. The total
energy charge would still be equal to the estimated test year unit energy costs for each rate class
(which, as noted in the information request, includes both variable and fixed cost components). The
RMI proposal differs from HECO’s existing rate design in the respect that the energy charge would be
divided into two components with one component adjusted based on the number of customers (for
each applicable class). It is the division of the energy charge into these two components that is based
on the marginal energy costs. The total energy charge remains based on test year unit energy costs.

As requested. attached below are several tables that demonstrate how the proposed fuel energy
charge would be calculated for HECO's Schedules R, G, and J. Marginal energy data are used in the
calculation of the decoupling mechanism. References are provided. The first table shows how the
necessary determinations to support the decoupling mechanism would be made in the context of a
general rate case or based on information from a general rate case. The second table shows how the

decoupling mechanism would be applied in each periodic application between rate cases. The

example is for an annual period but the mechanism could be also be implemented on a monthly or
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quarterly basis. The third and fourth tables show the resulting revenue streams that result from the
mechanism depicted. Explanatory notes are provided on the tables.

The mechanism depicted implements the decoupling method and equations described in the
RMI FSOP and exhibits except that { 1) the equations in the mechanism depicted here have been put in
the form of energy charge adjustments similar in form and application to HECO’s existing ECAC
mechanism and (2) necessary detail in the form of the equations has been added in implementing
equations. Putting the equations in the form of an energy charge adjustment provides a method of
implementing the mechanism that is transparent to other rate design features (including the ECAC), is
generally familiar to the Hawait utilities and regulators and is feasible to implement by existing
billing formats and procedures.

Alternate mechanisms have been developed by RMI. The particular method depicted here
follows most closely 1o the principle described in the RMI FSOP and exhibits that net recovery of test
year non-fuel expenses included in the energy charge (after production costs are covered) will track
and increase in proportion with an index of the number of customers. Sales volumes do not affect the
net revenues of the utility. This is demonstrated on the third and fourth tables.

The data in these revised tables are amended based on HECO’s responses to RMI’s

information requests including, in particular, RMI/HECQ-IR-20.
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Determination of Decoupled Test Year Energy Charges In General Rate Case
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Hawaiian Electric Company - Fixed Margin Based on Marginal Energy Costs

Source data are from RMI/HECQ-IR-20: revised HECO filings 1n Docket No. 04-0113 (Revanuse at Proposed Rates)

Line

03 OvzZ - X « T am mQ

cH

Customer Class =>
Test Year Sales (MWH)

Avg. Energy Charges (billed per KwH)
Energy Charge in Marginal Block

Fuel and Purchased Energy Costs (w.taxes)
Linit costs (per Kwh)

Non-Fuel/Purch.Energy in Energy charges
Unit costs (per Kwh)

Marginal Energy Costs {sales level)
Unit costs {per Kwh}

Fixed Margin (Marg. En.Charge-Marg. En.Cast)
Urit costs (per Kwh)

Test Year Energy Charges (Decoupled)
Total Energy Charga (Marginal Block)
Fuel Energy Charge
Non-Fuel Energy Charge {Fixed Margin)

Total Energy Charge (Base Block)
Non-Fuel Energy Charge {Base Block)

Total Energy Charge (Middle Block)
Non-Fuel Energy Charge (Middie Block)

Method #1
RIE G J Source
[Crd45a400 - 377,500 ° 2,013,000 [ HECOR-2218 thu2223 |
[ $373.396 $61388 sﬁfﬁﬂ PECO-R-2216 1w 2223
$0.1733 50.1626[ o '50.1146 ng_coa-zzﬁe thyy 2223
[ $189,143 "$33,146 £176,164) [ RECO-RWP.Z201 p.1/80-. |
$0.0878 $0.0878 $0.0875 DItA
$184 213 $28,242 $87,426 -
$0.0855 $0.0748 $0.0434 FIA
$241,508 $42,318 $225.657 JUA
$0.1121 501321 - $0.1121] [ -HECORZZ16mnuz22d -]
$131,888 $19,070 $37,933 -
$0 0612 $0.0505 $0.0188 HIA
£0.1733 $0.1626 $0.1146 C
$0.1121 $0.1121 $0.1121 J
$0.0612 $0.0505 $0.0188 c-J
$0.1364 | . - HECOR=Z21B. i
$0.0243 R-J
$0.1249 [ hECOR-2218 - 4
$0.0128 T-J

This table shows the determinations that would be made in a general rate case that would serve as the basis for subsequent
periodic calculation of decoupled energy charges. The parameters that would be determined specifically for application to later
periodic adjustments are the Fual Energy Charge and the Non-Fuel Energy Charges. These are shownon lines P, Q,Sand T. The
other parameters shown that are used In later periodic adjustments are already determined in the general rate case by existing
practices. Tha Non-Fual Enargy Charge shown on line Q is the charge for the high consumption block {marginal block) for
Schedule J.

Lines E and G break out total energy chargas into base fusl and non-fuel componants approximately according to HECO's axisting
methods. The base fuel energy charge based on avarage energy costs would continue to be used as the basis for application of
the ECAC.

Marginal costs in this table are derived from HECO-2211 and are used here for expository purposes. Appropriate marginal coats
that reprasant the unit change in enargy cost assoctated with a unit change In KWH deliverad energy (sales leval)
nead to ba ldentlfied and applied.
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Periodic Calculation of Decoupled Energy Charge Adjustment Method #1

Hawaiian Electric Company - Fixed Margin Based on Marginal Energy Costs
Source data are from RMI/HECO-IR-20: revised HECO filings in Docket No. 04-0113 (Raevenue at Proposed Rates)

Line Customer Class => RIE G J Source

A Test Year Sales 2,154,400 377,500 2,013,000 HECO-R:2216 thru 2223
B Actual Sales [TTo%eia0_ 306,375 2,113,850 Hypotheacal

c Sales Growth Factor 105 1.05 1.05 B/A

D Decoupling Factor (Sales) -0.0476 -0.0476 -0.0476 {AfB}-1

E Test Year Non-Fuei Energy Charge (Marginal Block) $0.0612 $0.0505 $0.0188 Tes: Year Determunaion
F Decoupling Adjustment Subtotal {30.0029) (%0 0024) {$0.0009) D E

G Test Year Number of Customars 257,648 25,629 6.680 HECO-201

H Actual Index of Customers T 265,377 26,388 " 6.880) Hypothebcat

J Customers Growth Factor 1.03 1.03 1.03 HIG

K Customer Factor 0.0300 0.0300 0.0300 (H/IG)-1

L Test Year Non-Fual Expanses in Energy Charges $184.213 $28,242 $87.426 Test Year Dalermination
M Incremental Non-Fuel Revenues $5,526 $847 $2,623 K*L

N Recoupling Adjustment Subtotal $0.0024 $0.0021 $0.0012 M/B

P Decouplad Non-Fuel Charge Adjustmant ($0.0005) ($0.0003} $0.0003 F+N

Q Decoupled Non-Fuel Effective Charge (Marginal Block) $0.0607 $0.0502 $0.0192 E+Q

This table shows the calculations that would be made perlodically to determine the adJustment to be added {or deducted) to energy
charges to decouple utility revenues from sales volume. Two discrete statistics would be required perlodically for each decoupled
rate class: actual period gales volume and actual period index of number of customers.

Tha table Is configured showing annual perlodic adjustment using test year sales velumes and annual perlod hypothetical actual
sales volumes. If the dacoupling mechanism is applied monthly or quarterly the tast year monthly or quarterly sales volumes for
the corresponding adjustment period would be used. P
Line P shows the periodic adjustment that would be applied to the energy charge. The application of this adJustment to the energy
charge would be identical to (and transparent to) the method used to apply the ECAC ad]ustment.

Line Q Is illustrative and shows the rasulting effective non-fuel enargy charge for the marginal block. Since the adjustment shown
in line P would be applied to the energy charge generally the Integrity of the block structure would be preserved (similar to
application of the ECAC).
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Comparison of Resulting Energy Charge Revenues Method #1

Hawaiian Electric Company - Fixed Margin Based on Marginal Energy Costs
Source data are from RMI/HECO-IR-20: revised HECO filings in Docket No. 04-0113 {Revenue at Proposed Rates)

Customer Class => R/E G J
Assumptions:
Ratio of Actual Sales to Test Year Sales 1.05 1.05 1.05

Ratio of Actual Customers to Test Year Customers 1.03 1.03 1.03

Test Year Revenue Using Existing Charges

Fuel Charge Revenues $189,183 $33,146 $176,164
Non-Fuel Charge Revenues $184,213 $28,242 $87 426
Total Energy Charge Revenues $373,396 561,388 $263,590
Production Costs $189,183 $33,146 $176,164
Net Revenue (For Fixed Costs) $184,213 $28,242 $87.426
Test Year Revenue Using Decoupled Charges
Fuel Charge Revenues $241,508 $42,318 $225,657
Non-Fuel Charge Revenues $131,888 $19,070 $37.933
Decoupling Energy Charge Adjustment Revenues $0 50 $0
Totai Energy Charge Revenues $373.396 $61.388 $263,590
Production Costs $189,183 $33,146 176,164
Net Revenue {For Fixed Costs) $184.213 $28,242 $87.426
Actual Revenue Using Traditional Tariff Design
Fuel Charge Revenues $198.642 $34,803 $184,972
Non-Fuel Charge Revenues $193.424 $29.654 591,797
Tolal Energy Charge Revenues $392,066 $64,457 $276,770
Production Costs $201,258 $35,262 $187.447
Net Revenue {For Fixed Costs) $190,807 $29,196 $89,323
Actual Revenue Using Decoupled Charges
Fuel Charge Revenues $253,584 $44.434 $236,940
Non-Fuel Charge Revenues $138,482 $20.024 $39,829
Decoupling Energy Charge Adjustment Revenues -$1.,068 -3106 $726
Total Energy Charge Revenues $390,998 $64,351 $277.496
Production Costs $201,258 $35,262 $187 447
Net Revenue (For Fixed Costs) $189,739 $29,089 $90,049
Check
Test Year Non-Fuel Revenues $184,213 $28,242 $87.426
Index of Customers Growth Factor 1.03 1.03 1.03

Test Year Non-Fuel Revs, Times Customer Factor $189,739 $29,089 $90,049
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Comparison of Resulting Energy Charge Revenues Method #1

Hawaiian Electric Company - Fixed Margin Based on Marginal Energy Costs
Source dala are from RMI/HECO-IR-20: revised HECO finngs in Docket No. 04-0113 (Revenue at Proposed Rales)

Customer Class => R/E R/E R/E R/E RIE
Assumplions:
Ratio of Actual Sales to Tes! Year Sales 1 1.05 1.05 1 11
Ralio of Aclual Customers to Test Year Customers 1 1.05 1.03 1.03 1.03
Test Year Revenue Using Existing Charges
Fuel Charge Revanues $189,183 $1689.183 $189,183 $189,183 $189,183
Non-Fuet Charge Revenues §184.213 $184,213 3184 213 $184,213 $184,213
Tolal Energy Charge Revanues $373,396 $373,396 $373,396 $373,396 $373.396
Production Costs $189,183 $189,183 $189,183 $169.183 $189,183
Ngt Revanue {For Fixed Cosls) $184,213 $104,213 $184.213 $184,213 $184.213
Test Year Revenue Using Decoupled Charges
Fuel Charge Revenues $241.508 $241,508 $241,508 $241,508 $241,508
Non-Fuel Charge Revenues $131,888 $131.888 $131,888 $131,868 $131,888
Decoupling Energy Charge Adjusiment Revenues $0 30 30 30 $0
Total Energy Charge Revenues $373,396 $373.396 $373.396 $373,396 $373,396
Production Costs $189,183 $189,183 $189.183 $189,183 $1689,183
Nel Revenue (For Fixed Costs} $184,213 $184.212 $184,213 $184,213 $184,213
Actual Revenue Using Traditional Tariff Design
Fuel Charge Revenues $189,183 $198.,642 $198.642 $189,183 $208,101
Non-Fuel Charge Revenues $184.213 $193.424 $193.424 5184213 $202,624
Total Energy Charge Revenues $373,296 $392,066 $392,066 $373.396 5410,736
Production Costs $189,183 $201,258 $201,258 $189,183 $213,334
Net Revenus {For Fixed Cos!s) $184,213 $190.807 $190,807 $184,213 $197,402
Actual Revenue Using Decoupled Charges
Fuel Charge Revenues $241,508 £253,564 $253,584 $241,508 $265,658
Non-Fual Charge Revenues $131,8688 $138.482 $136.482 $131.888 $145,077
Decoupling Energy Charge Adjustmant Revenues $0 $2,616 -31,068 $5.526 -$7.662
Total Energy Charge Revenuas $373,396 $394,682 $390,998 $378,922 $403,073
Productlion Costs $189,183 $201,258 $201,258 $189,183 $213,334
Net Revenue (For Fixed Cosls) $184.213 $192.424 $188,739 $189,739 $189,739
Check
Tast Year Non-Fuel Revanues ' $184,213 $184,213 3184,213 $1684,213 $184,213
Index af Custorners Growth Factor 1 105 1.03 1.03 1.03

Test Year Non-Fuel Revs. Times Customer Factor $154.213 $193.424 $189,739 $189,739 $189.739




April 2008/ February 2004 Sales and Peak Forecast ascalation; 2008 HECO Fuel Price Forecast

Gepomi Notes:
Load foracast Apr 2008 (short). Sales/paaks beyond 2010

were derived using % Incraass from Fob 2004 Long Term Forl

2008 HECO tusl prics torecast
EE DSM bagad on .Ha flias from Energy Sarvioss dated
3/22/08 and 372308
LM based on the LFAs received on 1/22/08 and 3/28/08
CHP Impacts assumes marksl sirs equivalam to no utilty
participation s;enanio (LFA reosived 12/1405)
Agssumes that HECO units and $hw IPP units do not retim
Assumed KPLP at 208 MW
2008 AOS EFORa raduocad to 4-yr avg aftar 2nd CT
PS Q&M 6 yr maint (2008 AQS); GPD LT maint
PV factor based on afer-tax Cosl of capltal
per 1272104 amall trom FAD

DSM AC 20084 r3.ds - Av. Costs - Formatted

8308

8.579%

Notes:

ATTACHMENT 1
DSM Avoided Cost 20 year DSM
= Production Revenue Psquirsmens _ _
with EE =20 without EE DSM |____Energy Requiremonty
==

Total Funl, Var O8M Total Fuel, Var &M|  Avolded Avokded

Production | Fxad O8M | and Purchaged | Production | Fomd O&M |and Purchased] Production Avolded Enargy

Rav. Req. | Rev. Raq. Power Rev. Raq. | Rev.Req Power Costa with DSM wio DSM  Enemgy Costa

($000) (3000} ($000} ($000) ($000) ($000) ($000) (GWh)  (Gwh)  (GWh) (BMWh)
m 1 @& 1] {4) 5 __1 (8 (U] {8) {g) {10} (1) | PV Factor
2008] 1,004,096 48,930 B57.168{ 1,000,341 48,013 960,728 3,345 8,732 8,260 28 117.40 1.0000
2007 ©99,342 47,664 851,470} 1,012,548 51,570 960,970 6,654 8,380 8,435 75 1477| o9210
2008] 983711 43,818 Ba4805 | 1013444 54,248 859,105 13,030 8481 8,800 19 100.45| 0.8482
2000 peg403 51,838 937854 |  1,016773 58,752 958,021 18,375 0,564 8,745 161 11448 | 07812
win| o7 677 52,685 822,182 908,214 52,005 w5519 21,283 8,683 8,664 201 10582| 07195
2011 996,591 54,258 942335 | 1,023,782 54,258 989526 [ 24775 8,724 8,955 230 107.54| 0.6628
2012] 1,024,442 55,343 BER.OVE| 1,056,479 552343 1,001,135 29,190 8,782 8,044 262 11143 08103
2m3] 1,046,767 82,537 pa4.250| 1,082,808 62,537 1,020,361 32.903 8,542 9,138 6 11105  ose21
2014] 1,074,156 84,715 1,000,440 1,116,375 64,715 1,051,659 | 38,488 8,003 9,233 30 11650 05178
| 2015 1,102,544 85.882 1.036,881 1,054,230 77,34 978,907 | (54.828) B.084 932 385 (14057)] 0.4707
2018] 1,140,927 67385 1073563 | 1,000,913 79,208 1,011,815 | (56,444) 8,009 9,408 397 (142_00)] 0.4391
01T} 1,177,894 89.515 1.108378)  1.130,770 81,774 1048905  (54,907) 9,059 9483 4251  (127.40)] 0.4044
2016] 1,235,506 72,480 1,163,046  1.167.039 85.074 1,101,065 |  (55.854) 211 8,581 450 (1zas4)f 03724
2019] 1,271,313 73,034 1,188279 |  1,223.400 8591 1,137,429 | (55.444) 9,185 9,840 ATS (118.75)] ©0.3430
2020] 1,319,357 75385 1,243,891 1,271,280 88,855 1182824 | (55915) 9,240 9.740 99 (11199)] o358
202| 1,372,108 77.037 12065070 1,325,194 90,891 1234503 | (56.180) 9.206 9.811 518 (107.12))  0.2008
2023] 1,432,624 79,180 135344 1370720 83,207 1288514 (60583) 9,348 9.887 521 (117.08f 02680
2073| 1,482,055 B1.524 1,400,531 1,428,177 5,008 1332200 | (82,197) 403 9,02¢ 521 (119;12)] 0.2468
2024| 1,400,489 87,079 1,302,510 | 1,484,060 g7.om 1,388000] 76074 9,480 9,882 522 147.58| 02273
2005| 1454022 100,520 1353602 | 1,542.848 100520 1,442 127 ] 80,751 5518 10,03 22 18472| 02083

Totd {06-25)  (182,630)

NPY {068) (518,907) Lovelized (06-25)

iwwwcmmdammmu.mwmm-w)

2 Fixed O8M Cusin from GAF Systsm Report for WDSMOBARS sav

3 Column (1) minus cohmnn (2)
4 GAF Utlity Coets from PRV System Coat Roport for NDSMOSART sav

5 Fixad OBM Costs trom GAF Syatem Raporct for NDEMOBART sav.

& Column (4) minus oolumn {5)
7 Cotumn (8) minus column (3} with the 0.751% revenue tax removed

trom PRV System Cost Report for WDSMOSAR4. sav w' 204sar EE DSM in 2008

B Enaergy Raguired froim GAF System Raport {inchuting 1osscs) WDSMOSARS oav
© Eneigy Regiired from GAF System Rapont (inchuding ioeses) NDSMOBART sav.

10 Coturmn (B) minus cobumn (8)

11 Cohann (7) cvided Dy cobumn (10)
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April 20068/February 2004 Sales and Peak Forecast escalation; 2006 HECO Fuei Price Forecast

ATTACHMENT 2
DSM Avoided Cost 20 year DSM
fioverue Requitements Coincidani Pask Demand
Avoided Avoided
Nst Avoided Avoided Capital and EEDSM | Capila and PV cosl using
Revenua DSM Ravenua Reverue Fbod OAM | Peak with Psak wo Paak Faad O&M fovailred mte
with DSM w/o DSM  Requirements | Requiremants Raquirements Costs EEDSM EEDSM Roduction Costs depandent on
{$000) ($009) (%000) ($000} ($000) (%000) (MW) (Mw) (BAW-yr) DSM paak
{12) {13} {14} {15) (18} (17 (18) (19) {20} (21) PV Factor  impacts

20081 1027308 1015712 {12.008) 17.281 5245 1,53 13112 13192 7.9 153 1.0000 5820.77
2007] 1024770 1,020,302 {4,488)| 17,872 13,204 33r7| 13285 1.347.0 174 184 08210 1137924
2000] 1018958 1,021,190 2241 17,492 19,732 4040 | 13387 1,385.2 25.5 194 08482 1533252
2000] 1082971 1072268 9.204 17,988 27.2% o482 | 13574 13008 334 194 0.7812 18.488.42
2010] 1,080,076  1.0685018 4.540 18,397 23,337 - 1,3658.2 1,409.2 41.0 - 0.7185  20,934.68
1] 107628 1.067,120 8,204 18,967 r.e - 137173 1,424.7 &T.A - 0.0820 22288.06
2012 1,104427  1,110.878 12,451 19,585 32,038 - 1,387.3 1,440.5 531 - 08103 2268101
2013] 1,148,830 1,164,839 15910 20,202 36111 - 1,390.9 14583 59.4 - 0.5621 23,683.64
zlml 1,179,320 1,200,710 21,381 20,8238 42,219 - 1,405.3 14724 68.0 - 05178 2423448
zolsl 1205433 1,254,812 49,379 21,465 70.875 119208 | 141590 14896 727 1639 | 04767 24.587.85
2018 1240967 1314448 73470 2,174 95,853 1435981 14221 1,500.8 7.7 1825 | 04301 24850278
2017 1274892 1,345,108 70416 22,874 93,280 138,108 14285 15129 4.5 1,847 04044  24,220.80
2018] 1329258 1,392,433 83,234 23,598 86,832 134,771 1,436.2 1,525.2 89.1 1,513 0.372¢ 23518.85
2019] 1,362,033 1,420,130 58,087 24,344 82,842 130,581 1, 4441 1,697.8 93.5 1,397 03430 2272884
2020{ 1409068 1401427 52,381 25,115 77478 120608 | 1,458.8 1,554.4 7.0 1.209 0.3150 21,018.13
 2021] 1450920 1,508,015 48,085 25,859 73,054 12580 | 14852 1,664,7 9.5 1,291 02009 20,633.45
20| 1,518,028 1,554,795 38.767 28,826 83,383 119,764 | 14745 1.5742 9.7 119 02680 1893875

2023| 1565288 1,505,751 30,485 27,418 57,013 114984 | 14842 1,560 "7 1,153 0.2480  17,445.91
2024] 1,837,378 1,6453M 8,017 28,234 38,251 (42,044)]  1,4932.8 1,583.5 99.7| (441 o2273 18.072.36
028! 1,726,100 1,698,308 (27, 702)| 20,077 1376 (s} 15038 1,600.4 92.8 (797)] 02003  14,807.00

$445 254
Tots) (08-25) 985010 1,042,831 394,204
NPV (088) $411,890  $304.204 MMIE
Notes:

Genoml Notes:
Loed torecast APY 2008 (shod). Sales/peaks beyond 2010
wom derfved using % Incresse from Feb 2004 Long Term Fost
2008 HECO tued price forecast
EE DSM basad on Hta fles from Energy Services dated
a/22/08 and V2308
LM basad on the LFAs mosived on 3/22X08 and 3/28/068
CHP impacts assumes markel sire equivalert to no uiiity
scenario (LFA recelved 12114005}
Assumaes thal HECO units and the IPP units do not retire
Assurned KPLP at 208 MW
2008 AOS EFORa raduced 1o 4-yr avg after 2nd CT
PS O8M 5 yr malnt (2008 AQS), GPD LT maint
PV tactor based on after-tax Coat of capitat
per 12/21/04 email from FAD

0.578%

DSM AC 2008A r3.48 - Av, Costs - Formatied
8808

12 Wtility Coet from PRY Systam Cost Report for WDSMOGAR4.sav.

13 Uity Cost from PRV Syatarn Cost Report tor NDSMOSART sav.

14 Columns (13) minus colurrm (12)

15 DI in DSM cost for EE DEM prog (wxxl exatmis for T&ED avd costs)
fromy LFA Utitity Cost from PRY Systerm Cost Reports

16 Column (14) phm Cobumn (16)

17 Column (18) minus oclumn (7) with the 9.751% revenus tax emoved

18 Final Peak from GAF Loads and Res Detall Rapon - WDSMDBARS sav

19 Finat Peak from QAF Loads and Res Detall Report - NDSMOGART7.sav

20 Colymn (18) minus ootumn {16}

21 Colurrm (17) dividac by coharn (20)
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Jay Ignacio, President [Electronic Service]
Hawaii Electric Light Company, Inc.

P. O. Box 1027

Hilo, Hawaii 96721-1027

Edward L. Reinhardt, President [Electronic Service]
Maui Electric Company, Limited

P. O. Box 398

Kahului, Hawaii 96733-6898

Thomas W. Williams, Jr., Esq. [Electronic Service]
Peter K. Kikuta, Esq .
Damon Schmidt, Esq

Goodsill Anderson Quinn Stifel LLLC

1099 Alakea Street, Suite 1800
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Randail J. Hee, P.E., President and CEO [Electronic Service]
Kauai Island Utility Cooperative

4463 Pahe’e Street, Suite |
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Timothy Blume [Electronic Service]
Michaet Yamane

Kauai Island Utility Cooperative

4463 Pahe’e Street, Suite 1
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Kent T. Morihara, Esq. [Electronic Service]
Kris N. Nakagawa, Esq.

Rhonda L. Ching, Esq.

Morihara Lau & Fong LLP

841 Bishop Street, Suite 400

Honolulu, Hawaii 96813

Henry Q. Curtis, Vice President for Consumer lssues [Electronic Service]
Kat Brady, Vice President for Social Justice

Life of the Land

76 North King Street, Suite 203

Honolulu, Hawaii 96817

Warren S. Bollmeier 11, President [Electronic Service]
Hawaii Renewable Energy Alliance

46-040 Konane Place 3816

Kaneohe, Hawaii 96744

Gerald A. Sumida, Esq. _ [Electronic Service]
Tim Lui-Kwan, Esq.

Nathan C. Smith, Esq.

Carlsmith Ball LLP

ASB Tower, Suite 2200

1001 Bishop Street

Heonolulu, Hawati 96813

Mike Gresham [Electronic Service]
Hawaii Holdings, LLC, dba First Wind Hawaii

33 Lono Avenue, Suite 380

Kahului, Hawaii 96732

Deborah Day Emerson, Esq. [Electronic Service]
Gregg J. Kinkley

Deputy Attorney General

Department of the Attorney General

State of Hawaii

425 Queen Street

Honolulu, Hawaii 96813

Mark Duda, President [Electronic Service]
Hawaii Solar Energy Association

P. 0. Box 37070
Honolulu, Hawai 96837
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